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SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPHENTS

Jopan's ettempte to prooure the greater part of itz immediate iron ore
needs from sources other than the USSR will, if successful, deprive the
iabtor of an economic weapon for the orientation of Japan to the Soviet Far

Zast (page 3).

The Soviet atbtack on SCAP's recent letter regarding trade union rights
in Japan is unlikely to force a recall of the SCAP "suggestions", which
already have been implemented by the Jepanese goverament (page 430

Autocratic exercise of power by Korean President Rhee may prejudice hils
olaim for "National Government" recornition at the UNGA meeting (page 4).

The military position of the .Chinese Nationalist forces at Tsinan
appears to have easéd (page 6). However a mew reorganizatlon of the Nationaw
list military establishment may result in move confusion rather than greater
officiency in the prosecution of the war (page 6). Meanwhile, the Chinese
Comnunists are increasingly active in unifying their organization throughout
China (page 6)0 In the near future the National Goverrnment may introduon
far-reaching cconomic reforms, but there is little prospect that such reforms

if attemnted, will achieve any substantial improvement (page 8)e

Although the immediate threat to Rangoon appears lesséned, a prolenged
_poriod of ineffectual govermmental ocontrol in Burme is expected {page 9)o
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SUMMARY (continued)

A Dutoh charge of Rupublican opium traffic is £urther complicating the
work of the Good Offices Commitbtee in Indonesia {page 10).

Armed clashes in the Philippines between the Constabulary and the Huks ‘
continue to appear imminent despite conciliatory movees by the Govermment 25X1
(page 10} |

The Fronch sponsored Xuan government in Indoohina, while awaiting
approval in Paris of the § June, Franco-Vietramese agreement, is functions
ing with only limited powers and in an atmosphsre of extreme pessimism and
frustration (page 21).

The prestige of the Australian Labor Government appears to have been
woakened by & High Court invalidaticn of the Bank Fationalization Act

(page 12)o .
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SECTION II. DEVELOPMENTS IN SPECIFIED AREAS
GENSRAL

Japan turus to sources other than tho USSR for 't:he greater par‘b of its iron "A"
ore regquirements

The US Political Adviser in Tokyo atates that by 1 December, tho immedie
ate shortage in the Japanese iron ore progrem will have been madc upe He had
proviously indiocated his oonocern that the willingness of the USSR to sell
spun Sakhalin iron ore as contrasted with diffioulties in procaring it from
Japan's ‘normal® markets in the Far East might lead to an inorcased depsndence
by Japan on the USSR, (Sco B/FE Weekly 29 Juno - 5 July 1948),

According to the Politiocal Adviser four oontrasots for iron ore have been
signed since 8 July, totalling 590,000 toms, whioh inoludes 40,000 tons from
the US, 200,000 from Hainean, 150,000 toms from Malaya and 200,000 tons from
China. Negotiations ars etill under way for an additional 540,000 tons, whioch
inoludes a possible 10,000 tons from Sweden, 50,000 toms from the USSR, 125,000
tons from India, 105,000 tone from the Philippines, and 260,000 tone from FNorth
or South America. Inasmuch as somo akeptiocism exists as to China’s ability to
fulfill its ocontract, an option hes veen taken on additional Maleyan iron ore.

Succesgsful procursment by Japan of the greater pert of its iron ore
requiremants from sources other than the USSE would deprive the latter of an
opportunity to expleit Japan's dependence upoa Soviet controlled areas for
a vital commodity. Soviet prospeots for orienting the Japansse economy
towarde the Soviet Far Fast would bs correspondingly reduced, and ocnsomitaently
the USSR would be denied an economic woeapon for the further:.ng of ‘Boviet po=
'i:.tics.l objectives toward Japane
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JAPAN

Ripeian Sae

Seviet representations on Japenese labor policy walikely to sycgsed. The "BY
attack by the acting Soviet member of the Allied Council for Japan on

SCAPYs recent letter regarding the trade union rights of Japansse workers

43 unlikely to force General MecArthur to recall his suggestions which

have already been implemented by Cablnet ordinance. The Soviet represen=
tations will, however, provide moral support for the Japan Communist Party

and the government workers® unioas. Such support will aid in the unions!
struggle against the restrictions which deny to all government workers

the right to strike, Covernment workers comprise virtually two-fifths of
Japans 6,5 million trads union members,

In the absence, as yet, of parallel eriticism by representatives of
other members of the Allied Council or the Far Fastern Commission on this
phase of Occupation policy, the Soviet denunciation complicates the efforts
of those Japanese critics who erc seeking medification of the revisions
in the Eational Public Serwice law when the provisions of the temporary
cobinet ordinence come before the Diet to be made flrm, The Japanese
Socialists who heve remailned in the government in order to push these
modifications are finding it difficult to agree upon delimitations of
goverament workers rights which would be acceptable to their conservative
partners in the govermment on one hand and to labor on the other, The
problem which the Socialists face is that of determing the extent of the
concessions which they can wring from the Democrats snd the Peoples®
Cooperatives on the threat of immediate withdrawal from the Cabinet with-
out compslling the fall of ths Ashida government. Such fall would resuld
in the formation of a more conservative government and more stringent
restriction of labor, '

In this gambit to sefeguard the trade vnion interests of the government
workers the Socielists sre seeking the political supnort of Japanese lavor
which threatens to move to the Communists under the pressure of economic
igsues., The Soclalist gamble suffers from an apparsant lack of imterna-
tional support. '

KOREA

Four menmbers of the UN Commission have voted to consuli with the govern- npn
gent_of President Synewan Rheg, India, Australie and Canada have refused

on the general grounds that consultation would consbitute taeit recogni-

tion of the new govermment es a unified national government, Although

the reluctance of these thres powers to accord provisional recognition

may disappear at the Paris meeting of the UN General Assembly {UNGA),
President Rhee, by autocratic exercise of his power, may cause important

Eoresn rightist and moderate groups to withdraw supvort from the govern~
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ZOREA (Cont.)

rent and to renew participation in a North Korcan-ingspired ®unity" move-
nent, thus seriously prejudicing Rhee's claim for "national government"
~recognition at the UNGA meeoting,

Approved For Release 2005/0 DP79-01082A000100010007-2



Approved For Release 2005/04/26 : CIA-RDP79-01082A000100010007-2

e
SHINA
Ihe sitwatlion in Teinan anvears temporarily eaged with Wong Yacewa'ls  “B®

defendere reported to be 108,000 strong, ae opvosed to the revorted 200,000
Communists. Any immediate attack on this Shentung stronghold is not believed
likely in view of the price the Reds would bte forced to pay for a successful
assault againat this well-fortified city. '

Another reorzenization of the Nationalint militsery estediishment has  *B¥
come about as & result of the recent Military Confsronce held in Nenking.
The Centrsl and East China Commands are to be reorganized, " The Central China
Command, under Pal Chungshsi, is scheduled to have three Army Groups col=
sising of a total of twelve divieions. The Esst China Command, under Liun
Chih will also be organized into three Army Groupe totaling approximately
eleven divisions. ‘ ' :

This veorganization 1s viewed bs just another routine gheksup in the
Wationalist military establishuient and will have little. or no effoct on the
oversll plcturs. The divided command will very 1ikely result in more con=
fusion, '

Fo Tso-yl Jaunched his moat successful drive to date in his cempaign  "C"

sgainet ths Commmunists in eastern Hopeh. This week in & three=pronged
pincer operation Fu's troops, while failing to trap the Reds as planned,
succeeded in driving them north into Jehol and west towards Chisngchunkusn,

Student demonstrations in Mukdan followed the arreat of alleged Com=  “C©
muniet leaders of the recent sgitation there. Whils the suthorities spoearsd

to have quisted the earlier disturbences, arrests of this nature may foment
further trouble. The dissontent in Menchuria will probably continue to flars
up at the slightest excuse. ‘

an

A national trade union oresnissation will be formed by the Chinese . v
Communists at the Sixth All=-China Labor Congress which has been mseting in
Harbin. A unified effort to increase industrial profuction znd itensify the
political offensive asgainst the Nationsl Govermment were the main themes of
the Congress, which was attended not only by &elegates from Commnist areas
but also by representetives of secret trade organizations in such Kationaliet
areas as Shanghel and Hankow, The activity of the Congress appears repree
sentative of a general Communist trend toward unifying their organization
shronghout China, '

The exisience and imminept release of en overall oconomic reform ymgg.em g
have been revealed to ECA officiels by the Chinese Government. The details

of this progrem have been a closely guarded secret, but as generally ocutlined
to US officials it will include measures to increase taxes, reducs government
expenditures, encourage exports, snd increass bullion and hard-currency
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holdings of the Government. This program is believsd to represent the
strongest efforts by the preseat Chinese Government for self-help in the
asconomic field. However its promulgation wonld invoive coneiderable risks,
and it is uanlikely ¢that suchk a program could produce any substantial improve-
ment in the general economic situation.

Ihe Nationel Government's pgggeg for the lest aix months of 1948 will ¥BY
be approximately CH$ 324 trillion, according tc a recent smnouncement of
Chiang Keleshek., Approximately one»third of this total will be directly
appropristed to military expenditures end of the remainder about enothsr
third will be spent indirectly for the military establishment. The Govern-
ment hopes to meet the expenditures in the auncunced bhudget by revemus
derived from taxes, sale of government aseets, procceds from state enter-
prises, and custems revenue. At the current blackmarket rate the snnounced
budget amounts to approximately US$32 million - a modest sum and one that
could probably be raised by an effective administration of the Government's
sources of revenus. .

It ie important to note, however, that in addition %o the official,
publicly announced budget, therse is on Mextraordinary® budget, the dsiails
and amcunte of which will not be made public. This extrzordinery budget will
undoubtedly be used in ite entirety in finencing the civil war. It is esti~
mated that the Government has plamned to appropriate at least an additionsl
CN$ 600 trillion for this purpose., There is no doubt thet thies sum will be
provided by the expedient of printing additional money. This will, of course,
incroase the forces of inflation end in itself wake the present tudget esti-

‘netes entirely academie., Thus the budget for the first six months of this

year vas originelly estimated at CN$ 96 trillion, bubt was acﬁually meny times
this amount by the end of the btmndget period.

Prices and Curreney. Despite rumors of impending currency and fiscel wen
"eforms, prices continued to rise through the week, as usuel hitting a pesk
on Saturdey when the retail price of rice was reported at CN$ 75,000,000 per
picul and black merket exchangs at CHN$ 12,000,000 to one. CN$ 5,000,000 notes
(250,000 Customs Gold Units) wore released 16 August in ovder to meet the mide
month Shenghai payrolls which incersased 957 in two weoeks.

No removal of induwatrisl equipment from Horth Ching has been discovered "BY
by the Peiping end Tientsin Consuls who have ceanvassed meny sources including
the Keilen Minlng Administration and ECA, The roported instructions from
Nanking several months ago calling for removal of cortain industrisl facili-
%ies to the South have arcused intense local opposition. Export-Impors Bank
and ECA officials have hesitatod to approve ceriain North China projecﬁe
until they are sure of full Eagking supperb.
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The syplieation to the Nationsl ity Bani of the Chiness 1946 and nce
subsequent Income Tax Laws has bsen used by the US Embassy at Hanklng as
a specific case for a protest to the Chinese Government on the grounds of
a) discrimination, beceuse US corporations having head officee outside of
China are classified es partnershipe, which pay higher texes than would
apply to Chinese corporations, and that this discriminetion is inconsistent
with the 1943 Sino-US treety, and (b) that the 1946 assessment 1s invalid
and thus cannot be a basis for provieicnsl eseessment of the 1947 tax; also
¢hat denial of opportunity for sdministration or Judicial relief against
1947 provisionsl assessment it inconsistent with Art. 16 of the Chinese
Genstitution. : - ' :

The Shanghs) Market: US_$ Exchenge (Selline Rete) Wholesale Price of Rice ©C"
Official “open” Blackmarkey per 172 1b

Thie week (12 Aug 48) CN $480,000 CF $10,500,000  CF $49,800,000

Week ago ( 5 Aug 48) 480,000 7,700,000 39,500,000

Month ago (12 Jul 48) 480,000 4,400,000 . 24,000,000

Year ago (12 Aug 47) 12,000 41,000 410,000
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BURMA

Imnediate _threat o Rangoon lesgened but prolonged nsriod.of Aiaffcctual
government control expsched. Recent successes against mubinmous army units
appears to have restored some of the Burmese Govermment's confidence in cop-
ing with ite serious difficulties, Control of military matters by committee
has apparently been abandoned in favor of granting 1t. Gen. Smith Dun, a haren
and the competant Chilef of Steff of the Purmese Army, & free hend in the con~
duct of military operations., The loyal military units still under his com-
mand are lergely Karens, Kachins end Chinsg whose milidary qualities are con-
siderably higher than those of the Burman. If these units are judiclously
utllized they probably will disperse the rebellious Burman troops whose
forte is guerrilla warfare and vho disiike discipline and frontel engage-
ments. Although the immediate threat to Rangoon would then be removed, there
are not enough of thess loyal forces to completsly crush the opposition.

The chances of the present Government to reassert its control over all
of Burma are slim. Two dovelopments seem %o be necessary before stability
can be restoved. First, the Government, and the Anti-Fascist ‘eoples'! Freedom
League, the government party, will have o bLe drastically reorganized and
nust acquire new and much more forceful leadership. The only prominant fig-
ure at present who might be able . to provide such lesdership is Dr. Ba Maw,
the wartime Japanese puppet dletator of Burma who has been held in general
disrepute since the war and hss been in semi~retirement. HNevertheless, he is
an opportunist, a shrewd politician and an experienced administrator. Ba haw
is not likely to accept any governmental position unless it is the Frime Min-
istership and unless he 18 grented sweeplng powers. He undoubtedly has been
planning to return to power at an opperiune moment which may soon be at hund.
Second, foreign amsistance will be necessary to maintain any government in
the forseeable futuvre. Although Indis and China probably would like to intep-
vene, they are too engrossed in their own internal problems. The Uk, however,
csn offer limited assistance, but appears %o be awsiting develonrents, pare
ticularly as they affect the considerable UK interests in Burma.

Should the Goverament fall, which wili be from economic deterioration
as much as from rebel nilitary asction, it is highly improbabls that any suce
ceeding governments vill be any more eff:ciive. any rebel coalition govern-
ment would be incapable of corpletely wiping out the forces that are now loyal
to the vresent Goverument, snd Would glmosi certainly encounter vigorous op-
position from ¥arious minority groups. Firthermore, that there is no evidence
of active liaison between the veriouns rebel groups vhich incliudes the rela-~
tively wall-organized Comsunicts. These groups appear 4o be unified only in
their opposition to the presert Government and antipathy towards “eapltaliom
znd imperialism,” They, too, kave no outstanding leadership and very likely
would begin fighting among themselves, possibly even befors the Government
was overthrown, In short, u rrolonged period of unrest in Burma, bordering
on chang, is anticipated. :
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INDONSSIA

Duteh chexge of Hewpublicen opium traffic furiher complicates worlk of nA®
G0C=-~An allegation by the Netherlands delegantion that the ilcpublic has baen
sxporting opium illegally to Singapore and the Philippines transmitted in

a letter to the Good Offices Committee (GOC) further complicates the resunp-
tion of GOC negotiastions scheduled for late iugust. The Juteh charge that

. the opium i3 now being sold by the Republican Government urder the direction

of Finance MNinister i.aramis and that it is the chief source of 'epublican

foreirn exchange. The Dutch asssrt that in carrying on this activity, vhich

ia contmary to an internctional convention on oplum to which the Netherlands
Govern-ent has acceded, Republican officials have abused privileges and fac-
1lities, including US plenes, made available for the conduct of negotiations
between the two narties. iccording to the letter the Hetherlands Indies Gov-
ernment may: (1) prosecute certain members of the Republican negotiating .
delegation; and {2) search the personal effects of Republicen delegates on '
leaving or entering Netherlands-controlled territory.

This latest nove as well as the recent Netherlands Government®s decision
to take action against Communists in Indonesia and itz approval of a plan

- formaulated by non-Republicen Indonesians for am interim government prior

40 the establighment of the United Stetes of Indonesia makesclear the Dubeh

determination to reassert thelr control over Indenesia, thereby embarrassing

tha GOC.
PHILIPVINGS

Congtabulary resumes volice duties in central Iuzon. The Philippine mAN
Constabulary, after ceasing anti-Huk operations in mid-lisy, has resumed regu-
lar patrolling of central Luzor as most luka contimued to rotain their arms
beyond the legol 15 .ugust registration deadline. Several Constabulary com- ;
n-nders, who had been temporarily relieved of their duties, apparently at the 5X1
Huks' request, have been restored and armed clashes between the Lonstabulary aﬁ% §

the Huks continue to appear imminent despite the conciliatory mood demonstrated
Pragi ir d B der Taruc, i
Heanwhize; |

Huks with an insignificant number of weapous are reported to have registered
although large numbers of the vnarmed PKM (National Peasents' Union) are said
to heve presented themselves. President Quirino has apparently refused to
accede to Taruc's plea that the Huks be permitted to retain thelr arms
although it has beon stated thet late registrations would be acceptable if
there is justifiable excuse. The President has indicated that the Government
would not tolerate the existence of a private army and has ordeved that the
landowner-gupported "civilian guards®™ also be diseymed. “hile the Government
has feiled to secure sizeable erms registrations under its amnesty progran,
President Quirine will probably continue to exert strong efforts to maintain
peace by glving Huks the benefit of every possible legal consideration and
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awaiting approval in Paris by the French Assembly of the 5 June Baile dtalong
agraement, functions with only limited powers and in an atnosphere of e:xtreme
resaimism and frustration. Listle hope is held by nationalists associatod
with the vrovisionsl government for any resl eoncessions, particulerly in
view of the close vqte (288-2R5) by the French ..ssembly in placing the
question on tho agenda. Tiaec Vietnam governrent itscif errears besel by
interna). difficulties, Some of the ministers have alvesdy threatencd resig-
wwtlon avd the Governor of Horth Vietram is reportedly in disegrooment vitn
the president of the provisiomal government, Genoral Npuyen=van~Xuan,

Aftber the vote to place the quesiion on the ageeinbly apgendn, Premier
.arje discussed aspects of the Indochina problem at a cabinet neeting and
in a private session with French High Commissioner Bollasert and Uverseas
tiinister Loste~Floret. The Cochinchina question, which involves a change
in 1ts colonial status to allow entry into the unifiecd state of Vietnsm,
cppears to be no closer to a solution. Coste~Floret’s declurations in mide=
June to the effect that unificution of the three Vietnamene states required
not only French .issenmbly apgrecnent but alse approvel by the. people of Cochin=
- chinay has resulted in less confidence in Paris in the Bollaert-smonsored
vlan for Vietnam, since a referendum in South Vietnan (Cochinchina) under
the present conditions is obvicusly impossible,

The French issembly, before it adjourns, m.y possibly upprove the
5 June accord, hut 1t may by-puss the Coehinching issue for.the bpresent
or tie a referondum to any finsl agreement %o a change in the zrea's status.
It is not expected that such action as the French Agsenbly may take at this
time v11l1 bring the stalemate in Vietnam to an end nor that the Zuan Govern=-
ment will be strengthened to = peoint wherse i1t is likely to be successful.

AUSTRALTA

Labor Govermment woskened by High Court invalidstion of Bagk Nationali- wge
zabion act. The political presiige of the Labor Government and perhaps that
of Dr. Herbert V, Evatt, Federsl Attorney General whe pearsonally pleaded the
cass for the Commonwealth, has bsen econsiderzbly weakened by the unanimous '
deciclon on 11 August, of the Australian High Court invalidating vital
-sections of lts Bank lationalization ict. The speed with which the Labor
Government nresented and passed the legislation, long a Labor Yapty platform
planik, and its refussl to consider a referendun in the fase of voeal oprosi-
tion, allenated many sustraliors who would hove held mo strong opinfon on
the measure.,

All justices ruled the plan a violation of the sustralian Constitution
which provides that "trade, commerce and intercourse among states shall be
absolutely free." The Government was resteained from implementation of the
aet and ordered to pay all court costs. Prime Linister Chiefly has indicated
that he intends to appeal the decision to the Privy Coumcil in London, the
supreme judicial authority for the United Kingg ,
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